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Me 


TURKEY - KEY ECONOMIC INDICATORS 


All values in millions of US Gollars, unless otherwise stated. Average 
exchange rate: US $1.00 = TL 17.77 -(1977)3; TL 24.01 (1978); TL 25.60 
(1979-first 5 months) 


GNP Prices at current prices a) N/A 

GNP at Constant (1968) prices c) 2 j 24,909 
Agriculture, % of GNP Be OG N/A 
Industry, % of GNP N/A 
Services, % of GNP Bweae N/A 

Per Capita GNP at current prices 

(US $) a) N/A 

Industrial Production Index 

(1962=100) 464.8 290.84) 

Average Industrial Wage (TL per 

Gay) 248 N/A 

Labor Force (millions) 164.4 f N/A 

Excess Labor (millions) 2.4 N/A 

Unemployment rate (%) 14.3 5.6 N/A 


Money and Prices 
Money Supply (M-1) TL billions e) 28.4.6 310, 25) 
Central Bank @Giscount rate (%) ¢ 10.0 ‘ 10.759) 
Indices: (1963=100) e) 
Wholesale Price Index 869.9 as eee 
Istanbul Consumer Price Index 1,049.0 Li 238.3 
Ankara Consumer Price Index 873,7 1,074.7 


Gold and Foreign Exchange Re- 
serves 645.8 1852 997:. 1 
External Public Debt j) 13,536 20.5 N/A 
Annual Debt Service 654 10.0 1,630d) 
Debt Service as % of Exports 28.6 —15.5 59.3d) 
Trade deficit -2,310 -42.9 -2,250 
Current Account Deficit -1,428 -57.8 '=-1,500 
Exports, f.o0.b. 2,289 30.5 2,750 
U.g. Share & ba7 -2.9 N/A 
Imports, o,4.f, 4,599 -20.7 : 5,000 
U.Seshare % 8.7 6.1 -29.9 N/A 


$69; Motor Vehicles and Parts, $52; Fertilizers, $31; Electrical 
Machinery, $30; Chemicals, $28; Coal, $27. 





NOTES: a) Exchange rate changes distort dollar CGenominated percentage 
changes from actual percentage changes; b) revised; c) 1968 exchange rate 
US$S1l = TL 93 @) projection; e) end of year figures; £) March 1979; gq) 
effective May 1, 1979; h) May 1979; i) June 8, 1979; 43) includes 
short-term debt. 


Sources: Ministry of Finance, State Institute of Statistics, Central Bank, 
State Planning Office, and Ministry of Commerce. 





Background and Summary 


In 1978 Turkey took a number of measures to stabilize its 
economy with the support of an International Monetary Fund (IMF) 
Standby Agreement. With the implementation of this stabiliza- 
tion program, Turkey expected that there would be an inflow of 
foreign assistance from member states of the Organization for 
Economic Cooperation and Development (OECD) and loans from com- 
mercial banks totaling about $1 billion. When this foreign ex- 
change inflow failed to cushion the austerity of its standby 
program, the government retreated from its stabilization meas- 
ures and allowed excessive budgetary expenditures, monetary 
growth, and credit expansion. Turkey exceeded the quantitative 
credit limits established in the standby and was ineligible to 
make its November 1978 IMF tranche drawing. Talks between Tur- 
key and the IMF staff toward establishing a new stabilization 
program in December 1978 proved inconclusive. 


While these talks were going on, senior Turkish officials 
were making a vigorous effort to convince Western leaders of 
Turkey's urgent need for economic assistance. This need was 
recogiiized by the heads of government of the United States, 
France, West Germany, and Great Britain at the Guadeloupe Sum- 
mit in January 1979. As an outgrowth of this meeting, efforts 
were begun, within the context of the OECD, to provide substan- 
tial economic assistance to Turkey. The culmination of this 
effort was a meeting on May 30, 1979, at which OECD governments 
pledged $906 million in economic assistance and export credits 
or guarantees contingent on Turkey reaching agreement with the 
IMF on a new stabilization program. 


In June 1979, Turkey instituted a number of measures de- 
Signed to reduce its ballooning fiscal deficit and adopted a 
dual exchange-rate system which resulted in a large devaluation 
of the Turkish lira to TL 47.10 to US$1.00 for most transac- 
tions. Certain imports (petroleum and fertilizers) and exports 
of agricultural products receiving government support prices will 
be made at the rate of TL 35 to US$1.00. 


Following implementation of these measures, the government 
reached an "agreement in principle" with the IMF on the outlines 
of a new sta*ilization program. Effective July 20, 1979, the 
agreement will provide immediate disbursement of about $95 mil- 
lion from the IMF, which will trigger the assistance pledges made 
by OECD governments. 


A. Current Economic Situation and Trends 


1. The Economic Strengthening Program of 1979 


Faced with growing shortages of consumer goods, difficulties 
in securing vital petroleum imports, and arrears on payments of 
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official debt, the government implemented a program to “strengthen 
its economy" in March and April 1979. These "economic strengthen- 
ing" measures included dramatic price increases for some goods and 
services produced by State Economic Enterprises (SEE's) in an ef- 
fort to reduce their huge operating deficits, a temporary system 
of declining exchange-rate bonuses and premiums designed to at- 
tract workers' remittances and tourism inflows, higher interest 
rates to attract more domestic savings, priority access for ex- 
porters to 50 percent of their export earnings to finance their 
import needs, and establishment of production and export targets 
for SEE's with financial incentives to employees of those enter- 
prises meeting or exceeding their targets. However, these meas- 
ures were insufficient to meet IMF requirements for a new standby 
agreement and talks between Turkey and the IMF were adjourned in 
May. 


Following a pledge of over $900 million in assistance con- 
ditioned on an IMF agreement, by some OECD member governments on 
May 30, 1979, Turkey met again with the IMF and implemented addi- 
tional measures. These included a large devaluation of the Turk- 
ish lira and further price increases for SEE products, which were 
satisfactory to reach a new standby agreement with the Fund in 
June 1979. 


2. Preliminary Trade Trends During 1979 


There was considerable improvement in Turkey's export per- 
formance during the first 5 months of 1979. Exports were up 26 


percent to over $1 billion. Manufactured products (primarily 
textiles and processed agricultural products) led the growth, 
increasing almost 70 percent to $345 million and agricultural 
exports increased by 9 percent to $607 million. The spurt in 
manufactured exports may be attributed to a combination of gov- 
ernment incentives: 


-- a program which gives exporters priority access to a 
portion of their foreign-exchange earnings to use in satisfying 
their own import needs or those of their domestic suppliers; 


-- an export tax rebate system; 


-- and the implementation of bilateral trade agreements 
whereby Turkey repays its debts to a number of countries via ex- 
ports of manufactured products. 


The 79 percent depreciation of the export exchange rate 
from TL 26.5 to TL 47.1 to the dollar, effective June 12, 1979, 
should provide an additional stimulus to manufactured exports. 


Imports grew by only 4 percent to $1.8 billion, and the 
trade deficit dropped by 17 percent to $885 million. The imple- 
mentation of a large exchange-rate premium for workers' 
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remittances and tourist inflows for the 2 month period from 
April 10 to June 9 produced a substantial inflow of foreign ex- 
change and allowed for an accumulation of gross foreign exchange 
reserves to almost $1 billion as of mid-June. 


Imports levels and economic activity are both expected to 
increase through the rest of 1979 as Turkey uses the substantial 
credit facilities pledged by OECD governments and commercial banks. 


3. Domestic Growth and Production 


Turkey's gross national product (GNP) grew by 3.5 percent in 
real terms during 1978, according to official statistics. The 
agricultural sector (which includes farming, forestry, and fish- 
ing) rebounded from a year of negative (-1.2 percent) growth in 
1977 by 4.1 percent in 1978. Industrial output (which includes 
mining, manufacturing, and utilities) grew by 3.4 percent, a 50 
percent drop from the 7 percent growth rate registered in 1977. 
Construction activity grew by 4.2 percent and growth in the serv- 
ices sector, which comprises almost half of total GNP, was 3.1 
percent. 


This positive growth was achieved via policies that stimu- 
lated domestic consumption. The cost of such growth, however, 
given supply bottlenecks resulting from insufficient foreign ex- 
change to satisfy import demand, was accelerating inflationary 
pressure. Total consumption increased by 3.7 percent in real 
terms. Public consumption increased by 3.5 percent, and private 


consumption grew by 3.8 percent. While consumption was growing, 
fixed capital investment declined by 12.2 percent in real terms. 


Fixed investment accounts for about 23 percent of GNP. About 
half of this total represents investment by the public sector. In 
1978 public investment declined by about 17 percent, and private 
investment fell by 6 percent. This investment activity of the 
public sector was hampered by a lack of adequate government fi- 
nancing together with a sharp rise in the prices of investment 
goods which devalued nominal appropriations. With the exception 
of the energy sector, where public investment rose by 15 percent 
in 1978, substantial public investment declines were registered 
in other major sectors of the economy (e.g., agriculture, down 27 
percent; manufacturing industry, down 30 percent). 


The agriculture and manufacturing sectors also showed sharp 
declines in private investment (-12 percent and -1l percent, re- 
spectively). Private investment in agriculture was probably af- 
fected by the erosion of real incomes in the rural sector due to 
inflation. Private investment in manufacturing was adversely in- 
fluenced by large overcapacities, which were due mainly to a 
shortage of imported raw materials. 





Industrialization has been given the highest priority in 
Turkey's development planning. Industrial growth averaged 8.7 
percent annually between 1974 and 1976. Industries owned and 
operated by the public sector account for about 30 percent of 
the value added in manufacturing. With the exception of tex- 
tiles and leather clothing, Turkey's manufacturing industry is 
primarily geared to serving the protected and highly profitable 
domestic market. Import dependence is very high in manufactur- 
ing, not only in respect to machinery but also to raw materials. 
Exports Of manufactured goods represented only 8 percent of the 
value added in the manufacturing sector between 1974 and 1977. 


Despite the recent rapid expansion of the industrial sec- 
tor, agriculture remains the backbone of the Turkish economy. 
This sector accounts for about two-thirds of export earnings 
and 60 percent of total employment. Major crops grown in Turkey 
are cereals, cotton, tobacco, sugar beets, oil seeds, fruits, 
and vegetables. Despite the installation of irrigation projects, 
agricultural output is still largely dependent on weather condi- 
tions. Favorable weather in recent years, along with improved 
production techniques, and widespread use of fertilizers and 
pesticides, have led to sharp increases in agricultural output. 
During the period from 1974-1976, the annual growth rate in ag- 
ricultural output was 9.6 percent, well above the GNP growth 
rate. Although there was a slight decline in 1977, output of 
the main export crops increased. During 1978, there were pro- 
duction increases for most crops and even an important increase 
in livestock production. Agricultural exports spurred Turkey's 
export expansion in 1978. 


4. Balance of Payments 


Turkey's balance of payments improved considerably in 1978. 
The trade deficit dropped 43 percent from $4 billion in 1977 to 
$2.3 billion in 1978. The current account deficit shrank by 58 
percent from $3.4 billion to $1.4 billion. Gross foreign- 
exchange reserves increased by $163 million compared with a 
$566 million reserve loss in 1977. 


Exports jumped 31 percent to $2.3 billion. Agricultural ex- 
ports led the expansion, increasing 48 percent from $1,041 mil- 
lion in 1977 to $1,543 million in 1978. Major agricultural ex- 
port commodities were raw cotton ($348 million, up 66 percent), 
filberts ($331 million, up 32 percent), tobacco ($225 million, up 
28 percent), wheat ($217 million, up 170 percent), raisins ($100 
million, up 33 percent), and livestock ($48 million, up 150 per- 
cent). Exports of manufactured products rose 6 percent from $586 
million to $621 million, marking the first year since 1974 that 
manufactured exports exceeded $600 million. Major manufactured 
exports were textiles ($309 million, up 19 percent), processed 
foods ($89 million, down 21 percent), cement ($40 million, up 340 
percent), leather goods ($40 million, down 23 percent), and 
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ceramics ($30 million, up 10 percent). Exports of mining prod- 
ucts dropped 1.4 percent from $126 million to $124 million, pri- 
marily due to a 52 percent decline in exports of chromium ore 
($53 million to $25 million). 


Imports, at $4.6 billion, were 21 percent lower than in 
1977. There were declines in most major import categories: 
crude oil ($1,044 million, down 9 percent), machinery ($761 
million, down 28 percent), chemicals ($476 million, down 14 per- 
cent), iron and steel ($408 million, down 41 percent), and 
transportation equipment ($378 million, down 34 percent). The 
only major import increases were in refined petroleum products 
($352 million, up 24 percent) and fertilizers ($282 million, up 
32 percent). The seven product categories listed above comprised 
80 percent of Turkey's 1978 imports. 


Net foreign exchange inflows from services and invisibles 
increased 34 percent from $658 million to $882 million. Workers' 
remittances were stagnant for the third straight year at just 
under $1 billion. The tourism account registered a turn-around 
from a net outflow of $69 million in 1977 to a net inflow of 
$145 million in 1978. This turn-around resulted primarily from 
travel restrictions placed on Turkish nationals in March 1978. 
Interest payments on foreign debt increased 20 percent to $445 
million while profit transfers and royalty payments dropped 60 
percent to $47 million. 


Net long-term capital inflows increased 15 percent from 
$458 million to $528 million. Utilization of long-term project 
and suppliers' credits dropped 10 percent to $450 million. Prob- 
lems in generating local currency counterpart funds has retarded 
a number of development projects and has created a sizable un- 
disbursed backlog of credits. (Undisbursed project credits from 
the World Bank alone exceed $900 million.) 


The basic balance deficit of $900 million was financed by 
various forms of short-term capital inflows, including about 
$375 million in new commercial arrears. 


5. External Debt 


Turkey's total disturbed external debt quadrupled from $3.3 
billion to $13.5 billion between December 1974 and December 1978. 
Most of this increase occurred in the short-term liabilities of 
the Turkish monetary authorities, which rose from $229 million 
to $6.5 billion during the same period. These liabilities in- 
clude convertible lira deposits, various types of bank debt, and 
over $2 billion in commercial arrears. This rapid debt build-up 
reflected Turkey's large current account deficits during this 
period and the government's decision to finance these deficits 
via short-term borrowing. The share of disbursed debt with ma- 
turities of less than 1 year rose from 7 percent at the end of 
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1974 to 44 percent in December 1977, while the proportion of 
loans with maturities of more than 10 years declined from 85 
percent to 32 percent during the same period. 


During 1978 about $1.5 billion in debt was rescheduled. 
This included about $1.2 billion in official and officially 
guaranteed debt owed to OECD countries and $300 million in oil 
debt to Iraq and Libya. Negotiations are continuing toward a 
rescheduling of over $3 billion in bank debt, and Turkey has 
come up with a plan to regularize about $1 billion in non- 
guaranteed commercial arrears. OECD governments met in July 
1979 and rescheduled additional official and officially guar- 
anteed debts. 


Turkey's debt service in 1978 was $654 million ($455 million 
interest and $199 million principal) for a debt service ratio of 
29 percent of export earnings. Without a debt rescheduling, the 
1979 debt service ratio is projected to reach 60 percent of ex- 
port earnings. 


6....entd-acbion 


After 2 years of relatively stable prices in 1975 and 1976 
(yearly price increases in the 15-20 percent range), price in- 
creases accelerated in the last half of 1977, and the trend con- 
tinued throughout 1978 and the first half of 1979. The average 
annual increases in consumer prices jumped from 16.4 percent in 
1976 to 22.5 percent in 1977 and reached 53.5 percent in 1978 
according to the Ankara Consumer Price Index (CPI). The Istanbul 
CPI registered annual average increases of 17.4, 26.0, and 61.9 
percent for the same periods. Through the first 5 months of 1979, 
these indices have increased at annual rates of 71 and 52 percent 
respectively. 


a. Public Finances 


The primary cause of this accelerating inflationary pressure 
is a sustained, rapid growth in domestic demand, together with 
large public sector deficits financed largely by recourse to the 
Central Bank (i.e., printing money). The central government 
budget deficit almost doubled from TL 6.9 billion in 1975 to 
TL 13.2 billion in 1976, then more than tripled to TL 47.7 bil- 
lion in 1977 and reached an estimated TL 49.7 billion in 1978. 

In addition the operating deficits of State Economic Enterprises 
grew from TL 4.4 billion in 1975 to TL 16.9 billion in 1976, then 
more than doubled to TL 36.2 billion in 1977 and jumped to an 
estimated TL 53.3 billion in 1978. Thus, the combined public 
sector deficit skyrocketed from TL 11.3 billion in 1975 to 

TL 103.2 billion in 1978. Although reliable data are not yet 
available, it is estimated that the Central Bank financed about 
70 percent of the 1977 and 55 percent of the 1978 combined public 
sector deficit. 





b. Money and Credit 


Largely because of this Central Bank financing of the re- 
sidual needs of the public sector, the money supply grew by 28 
percent in 1976, 39 percent in 1977, and 35 percent in 1978. 
Monetary growth in 1978 was lopsided since the money supply in- 
creased by only 3.8 percent between December 1977 and June 1978, 
but jumped by 29.8 percent between June and December 1978, an 
annual rate increase of more than 65 percent. This high rate 
of monetary expansion continued through the first quarter of 
1979. 


The formulation of monetary and credit policy rests largely 
with the Ministry of Finance, which directly controls the Central 
Bank's credit and external payments policies. Public sector bor- 
rowing regularly accounts for the main part of Central Bank credit. 
Central Bank lending to the Treasury to finance the consolidated 
budget is restricted by law to 15 percent of total budgetary ap- 
propriations; however, the government gets around this limit 
through the power of the Council of Ministers (cabinet) to in- 
crease budgetary appropriations without further reference to 
Parliament. Using the virtually automatic procedure, budgetary 
appropriations for Turkish Fiscal Year 1978 (March 1, 1978 to 
February 28, 1979) increased from TL 266 billion originally ap- 
propriated, to more than TL 430 billion according to the most 
recent estimates. Direct Central Bank lending to SEE's and 
State monopolies financed their operating deficits and the pur- 
chases of agricultural commodity stocks. Central Bank purchases 
of State Investment Bank bonds constitute indirect financing of 
SEE's investment expenditures. 


During 1977 Central Bank credit to the public sector in- 
creased 66 percent to TL 149 billion; it rose an additional 37 
percent to TL 204 billion during 1978. The net domestic assets 
of the Central Bank (roughly credit to the public and private 
sectors minus deposits against letters of credit) jumped 75 per- 
cent in 1977 to TL 209 billion and increased by almost 40 percent 
in 1978 to TL 290 billion. 


7. Wages and Salaries 


During 1978, for the first time in Turkish history, the gov- 
ernment intervened in the wage negotiations of public sector en- 
terprises and reached an overall agreement with the largest trade 
union confederation (Turk-Is). The decision for this unprece- 
dented action was reached after a disruptive 33-day strike of 
petroleum workers in May 1978, which created widespread shortages 
of petroleum products. Government intervention led to the nego- 
tiation of collective bargaining agreements designed to maintain 
the real incomes of over half a million workers in the public 
sector. This policy resulted in annual wage increases ranging 
from 40 to 80 percent, or increases from 90 to 300 percent over 
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the 2-year life of the labor contracts. Some contracts provided 
for large, lump-sum payments limited to as much as 9 months. In 
many cases those payments were delayed or reduced by the inabil- 
ity of some governmental units to meet all of their wage 
commitments. 


The lack of wage restraint in 1978 placed the government in 
a poor position to ask for restraint during private sector agree- 
ments being negotiated in 1979. In fact, the government so far 
has not attempted to influence the outcome of wage bargaining in 
the private sector. In a sampling of private sector agreements 
reached during 1979, settlements have provided for annual in- 
creases in wages and benefits in excess of 100 percent. However, 
because wage data in Turkey are not collected systematically, it 
is hard to generalize from published settlements. Nevertheless, 
it is likely that the average private sector worker in Turkey 
(90 percent of whom are unionized) has-not had a decline in real 
income, despite rising inflation. 


We estimate, however, that non-unionized civil servants and 
military personnel have suffered a loss of real income. Civil 
servants have been granted three wage increases since the Ecevit 
Government took power: an across-the-board 16.7 percent increase 
in March 1978; a graduated increase in November 1978 ranging from 
55 percent for the lowest paid employees to 20 percent for the 
highest paid; and a graduated increase in March 1979 ranging from 
21 percent for the lowest paid to 71 percent for the highest paid. 


The minimum wage has been raised twice, an 83 percent in- 
crease effective January 1, 1978, and a 64 percent increase ef- 
fective May 1, 1979. As most workers covered by collective 
agreements were already receiving wages more than the increased 
minimum wage level, the primary beneficiaries of the minimum wage 
increase are a large group of low-paid civil servants. 


B. Implications for the United States 


The U.S. share of Turkey's import market dropped from 30 
percent in 1963 to 6.1 percent in 1978. During this same period, 
the market share of EEC countries has been steady at about 40 
percent. U.S. exports to Turkey dropped from $503 million to 
$281 million between 1977 and 1978. The 44 percent drop in im- 
ports from the United States was more than double the 21 percent 
decline in total imports. While the long-term loss of market 
share may be due to a combination of phasing out of AID-financed 
development projects, the recent downturn results from Turkey's 
failure to regularize large outstanding arrears to suppliers and 
the reluctance of U.S. financial institutions to increase their 
credit exposure in Turkey. 


Foreign investment has played a relatively small role in 
Turkey's development. At the end of 1977, there were only 99 


11 





foreign firms with subsidiaries or affiliates operating under 
Turkey's foreign investment law. The total invested capital of 
these firms was $128 million. Of this total, 19 were U.S. firms; 
their total capital invested was only $20.5 million. Turkey's 
past negative attitude toward foreign investment has deprived 

the country of the management and marketing expertise needed to 
realize its program of rapidly expanding exports. As a result 
of some in the Government recognizing this disadvantage, a new 
foreign investment code has been drafted to simplify bureau- 
cratic procedures and guarantee profit remittances and capital 
repatriation. This code has yet to be approved by the Council 

of Ministers. Turkey hopes to attract $1.2 billion in direct 
foreign investment over the next 5 years. In response to Tur- 
key's new investment attitude, the U.S. Overseas Private Invest- 
ment Corporation (OPIC) has organized an investment mission to 
Turkey for interested U.S. firms scheduled for October 1979. 

This mission will provide an opportunity for U.S. executives to 
explore potential joint ventures with the Turkish business sector. 


Turkey is a dynamic market, and U.S. suppliers can take ad- 
vantage of Turkey's export promotion drive by developing rela- 
tionships with Turkish exporting firms which are accorded pri- 
ority access to foreign-exchange earnings to pay for their import 
needs. Turkey will be an especially good market for the sale of 
machine tools, electric power generation and transmission equip- 
ment, construction machinery, and packaging equipment. However, 
U.S. suppliers should bear in mind that Turkey faces several 
years of foreign-exchange stringency due to its large short-term 
debt burden. 


Aside from its payments, debt, and inflation problems, Tur- 
key also suffers from basic structural imbalances which have 
built up over the past 30 years. These include a highly protected 
domestic manufacturing sector; inefficient, money-losing State 
Economic Enterprises; consumption patterns which exceed the pro- 
ductive and borrowing capacities of the economy; rising unemploy- 
ment; and an underdeveloped export sector. Movement toward cor- 
recting these imbalances is likely to be prolonged and politically 
difficult. 


Turkey's economic difficulties over the past few years have 
brought about a realization that its previous inward-looking eco- 
nomic policies must be reoriented toward export-led growth. Tur- 
key has both the natural and human resources to ensure a promising 
long-term outlook. What is needed now is the proper economic man- 
agement to turn this potential into reality. 
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